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Ireland’s Economic Environment – the SCM context
Edward Sweeney, NITL

Background
This Technical Focus provides an overview of recent developments in the Irish economy and relates
this to some of the key drivers of SCM. It is aimed at providing background to the feature articles in
this issue of Logistics Solutions by presenting key data in relation to economic and industrial
development.
Economic Overview1
Ireland is a small, open, trade-dependent economy and is one of the fastest growing economies in
the developed world. It currently constitutes around 1.8 per cent of overall output in the Euro Area.
In recent decades the Irish economy has been transformed from being agrarian and traditional
manufacturing based to one increasingly based on the hi-tech and internationally traded services
sectors. In 2003, the services sector accounted for 66 per cent of employment, industry for 28 per
cent and agriculture for six per cent.

Over the last decade, unprecedented economic growth has seen the level of Irish real gross domestic
product (GDP) almost double in size. This is reflected, for example, in headlines in the Economist
such as: ‘Ireland: Europe’s tiger economy’ and ‘Ireland shines’ (Economist, 1997); ‘Tiger, tiger,
burning bright’ and ‘Lessons from the Irish miracle’ (Economist, 2004). There have been many
reasons advanced for Ireland's success, which in combination can help explain the exceptionally
strong growth rates experienced (e.g. Layte et al.; Economist, 2004). They include European Union
(EU) membership and access to the Single Market; a high proportion of the population of working
age; increased participation in the labour market especially by females; a reversal of the trend of
emigration toward immigration; sustained investment in education and training; relatively low
corporation tax rate and a large multinational presence; coordinated social partnership agreements
and a more stable public finance position.

In the context of SCM, the openness of the Irish economy is reflected both in the international
mobility of its labour and capital and high levels of foreign direct investment (FDI). Ireland’s share
of global and EU FDI has risen sharply in recent years. From just under four percent of the total in
2000, Ireland accounted for more than one twelfth of total inflows to the EU-15 in 2003. On a
1

The economic data in this section is from the Economic and Social Research Institute (ESRI, 2005).

global basis, the rate of increase was similar, reaching almost 5 per cent of total world inflows
(Forfas, 2005). The US was the biggest source of FDI in 2003 with flows from that source
estimated at approximately €8bn. or 25 per cent of the total. In terms of stocks of FDI, UNCTAD
(2004) records a figure for Ireland equivalent to 127 per cent of GDP in 2003 ($193bn.). In absolute
terms, this is the sixth highest level among the EU-15 and by far the largest in per capita terms.

Ireland’s high level of external trade is reflected in the high ratio of combined exports and imports
of goods to GDP which was just under 100 per cent in 2003. The global nature of this trade can be
seen from the data presented in Appendix 1 (CSO, 2005).

Outsourcing
It is evident from the previous section that in recent years Ireland has been a major destination for
activities which have been ‘offshored’, particularly by US companies. Whilst there is much
discussion about the outsourcing of supply chain activities by companies based in Ireland, there is
limited published evidence about the extent of outsourcing of supply chain activities by companies
in Ireland. In relation to manufacturing there is evidence that significant amounts of (mainly labour
intensive) activity has migrated eastwards to lower labour cost locations mainly in Eastern Europe
and parts of Asia (ESG, 2004). The growth is the logistics service sector is indicative of both
increasing amounts of economic activity and of more outsourcing of transportation and
warehousing activities to third party logistics (3PL) service providers. A large proportion of
Ireland’s total logistics expenditure is outsourced (Marketline International, 1997) with a large
proportion of manufacturing companies outsourcing some or all of their transport and logistics
activities (NITL, 1999).

Other Issues
A number of other issues combine to make logistics and SCM particularly critical from an Irish
perspective. Firstly, the country’s relatively peripheral location results in transportation costs for
companies based in Ireland being higher than those in more favourable locations (Forfas, 1995)2.
Furthermore, recent changes in the corporate taxation regime (in particular the introduction of a
12.5% tax rate on service businesses) makes the option of companies establishing business units
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This Forfas report, which resulted in the establishment of NITL, suggested that by adopting more integrated
approaches to logistics management companies based in Ireland could to some extent compensate for relatively high
transportation costs.

(profit centres) in Ireland with responsibility for the management of supply chain activities more
attractive3.
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The Ingersoll-Rand operation in North Dublin is an example of some of this thinking in practice.

Appendix 1 – Republic of Ireland External Trade 2004

